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John Logueis the Foundng Executive Director of the Ohio Employee Ownaship Center based
at Kent State University in Kent, Ohio. The Center beganin 1987 wih grants fromthe Cleveland
and Qund Foundatonsand tie Ohio Department of Developent to provideinformation and
preliminary technical assistance for Ohioansexploring employee owrership. The group ako
publishes research on enployee owneship, induding a regular journal, and annudl hogs a
conference for its nawork of employee-owned company members. Over itsfirst 20 years, the
group, on an annuabudge which in 2007totaled just over $600,000, wdted with 566 anployee
groupsand retiring ownes to dderminewheher employee owrership madesense in thar cases.
Eighty-one of them became partly or wholy employee owred, aeating 14,685 ne anployee
ownes. Follow-up research ondata through 2003 6r 49 ofthese 81 cnpanies fourd that these
firmshad adeated $349 nilion in equity for their employee owness.

Nationwide, according  the latest estimate of the Nationd Center of Employee Ownership, 11.2
million Americansare employee-ownesin 9,774 enployee-owred companies. The current value
of these employee-owne sO kare account is estimated to be at least $928 bilion.

Briefly, what wer e the origins of the Ohio Employee Owner ship Center ?

The Center developead out of our experience with the efforts to use employee and community
ownership to avert the seel shutdownsin Youngsown in thelate 1970sand early 1980s We did
three years worth of research on te utility of employee ownership as an econormic development
strategy in Ohio before garting the Center in 1987.

Could you explain employee owner ship and the advantages it poses for business
development?

It has some obviousadvantages. It anchors capital and jobsin the local community. Employee
owners reinvest in the busnesses they own outof their own slf-interest for jobsand bendfitsin
thefuture Additiondly thereis alot of evidence tha participatory enployes-owned companies
outperform those tha are authoritarian and certainly outperform ther conventiondly owned
bugness competitors So from an econamic development sandpont, employee ownership looks
like an excellent be.

Arethere any particular disadvantages?

| donOthink there are any dsadvantages from the point of view of the employees or the
communities from which the busness are located. If theemployees buy abusness that is bound
for shutdown, they may bemaking a bad investment of ther time, energy, and noney unless
they canturn it around. Butconventiond busness wisdomis to shut the busness anyway. So the
fundamental questionsfor employees trying 1 avert shutdown is o you hink thebusness can
be saved?0 If you were buying a profitable busness, the issue is much smpler.



Thereisaschod of theory in econonics tha says that employee-owners will eat ther seed corn
Dthey will na re-invest. | know of no enpirical evidence tha suppors this econamic theory,
but economists who oughtto knowbetter continueto maintain it.

You first got involved in Youngstown in 1977, i a heroicN albeit ultimately unsuccessfulN
attempt to save a deel mill by converting the plant to employee-owner ship. Could you talk
about what happened?

HeroicOis right The effort to save the Youngsown geel plantsN there were ultimately four
major mills that shut downN broughttogether the community, the churches, dvic leaders, and
theunion locals. It failed. It failed because we didnOknow enough &outhowto dolarge
employee ownership deslsN and dso because the Steelworkers didnOknow howto do them.
Subsquently the Steelworkers reworked their entire approach to employee ownership and thaOs
oneof themagjor changes that Youngs$own caused and the Steelworkers saved hundeds of
thousandsN probaly millionsN of man-hoursof work in the steel indugry through employee
ownership.

TheYoungsown effort was ultimately unsuccessful, dthoughpart of oneof themills was
boughtby managers and local investors and subsequently sold partly to employees. ThaOs
MacDondd Sed and it is fill runningtoday -- thirty years later. They jus madea major
investment in replacing their heat-treat furnaces with energy dficient ones.

Though t failed, the Younggown dfort was an education  the whole county onemployee
ownership. The genesis of the Ohio Employee Ownership Center was in Youngs$own.

In retrogpect, itOsvorth thinking ebout whether that effort coud have succeeded. Thereis no
guestion that there was the core of aviable seel busnessin Youngsown, especialy had the
employees succeeded in buying the Campbd| Works the first of the mills to shutdown. You
could certainly create an easy scenaio for the continued existence of asgnificant seel company
in Younggown.

Four Y ounggown geel mills were shut between 1977 ad 1982 Knowing wha we know today,
we could have conlidated and nmodenized them under employee ownership. At the time of
shutdown there were prokebly 12-14,000working in those four mills. If theemployees had
boughtthem, you would prokably have 4,000 working today, and afair poition of heremainder
would hare drawn ther pendonswith ten or fifteen additiond years of work. Employment
would have been downszed as the millsmodernized. Y oungsown would bea much more
vibrant community.

Today, Youngstown hasbeen widely touted for its OYoungstown 20100 fanning process
that seeks to adknowledgeits smaller sze, but build a sustainable model. However,
employee owner ship does not play a sgnificant rolein that model. What potential does
employee owner ship haveto play a pogtiverolein places like Youngsown, Dayton, Erie,
Scranton, or other smilar mid-sized ORust BeltO dties today?



Fundamentally the best potential is to use employee ownership in family-busness trangtion
when there is no her. 1tOs small-scale srategy buta highly successful one

Sixty percent of ESOP deals tha are donein Chio are family-owned busnesses to create
liquidity for departing busness owners. The average employment per company is 100125, &
in Youngsown, weOvaloneaboutsix outof the 85 weOvealonestatewide. Brainard Rivet is one
ItOghe only onedore in ashutdown stuation. The other five are all retiring owner stuaions
Falcon Foundry, astedl indugry supplier; Fireline another sedl indugry supplier; McDondd
Steel, discussed abowe, and two ervice companies. If you lookat the group, tis clearly focused
on geel indugry suppiiers. They have all had the hard time, because of the decline of the steedl
indugry. With the exception of Branard, every sngle ore of them was a family busness.
Brainard bdongal to Textron. It was the only unionized facility they had left in the United
States. It was aso ironically their mog profitable facility. Management thoughtthey could run
BrainardOsvork more profitably at a nonwion fecility in Virginia. Turned out they couldnQt

This soundsimportant, but the scale is amall. Isit possible for a weak market city to
employ aneconomic gr ategy that places employee owner ship front and center in its work?

Yes, it is, butit would require tha a city say, Orhisis what we want to doOThere arenOfwhole
lot of dities that are saying, ONVe want ourbusnesses to belocally owned. And we prefer the
ownership bebroally shared with enployees.O If they said that, we know howto do it. Wele
currently trying vey hard in eveland o learn howto gart employee-owned busnesses
building on eisting inditutiond busness. ThaOsa very viable strategy in Youngsgown. It
requires the kind of forward thinking that very few American dties have committed themselves
to. It requires that progessives sop seing the sate as the oy way to handle issues of income
inequdity and gdart thinking @ou how to generate more econamic equdity in the market.
Progressives today look like the proverbial squirrel on the treadmill: they keep having to run
faster and faster to stay in the same place. This wonOthangeuriess they get to the source, which
iswithin the market econamy.

What youOresking for is acity to say: Qe want to buld an econamy that isindusive of
working peple in ourcommurity.O You@e asking aChamber of Conmerce to say, OWe are
more interested in developing busnesses a home than in chasing snokestacks from major
publicly traded corporaionsO YouOresking for e press to sy Qe celebrate the success of
locally owned busnesses notjug when they sell themselves butin their roadedness to the
community and their contributionsto thelocal United Way.OAbsentee-owned corpaations
contribute to charity only abou afourth of what local companies do, if you adjud for sze.
Employee ownership is onecomponent of alocal economic srategy. It is notabeal and end-
al. You an®wave a wand, chant Gmployee ownership,Oand mnjure up adifferent vision of
thefuture It takes hard work, company by company.

From the beginning of you Center Oper ations, one of the key featur es of your work has
been to do gudies on whether employee owner ship would be feagble. Could you explain in
more detail how this process works?



We gart with a big oureach progran. We have 18,000 sbscribers to ourmagazine, Owne's at
Work, an annud conference that more than 400 dtend; and we will speak whenever two or nore
people come together who ae interested in employee ownership. We ge alot of media. So the
requests for feasibility studies don®end wp on our doorep by dance. The first thing we do isto
provide generic information ebou employee ownership. The second ting we do is talk with
them abou ther specific Stuation. Does employee ownership makes any nsein their specific
circumstances and, if it does, howwould you do hetransaction? In the case of a family-owned
bugness where the owner is 58 and wants to beout of busness by 65, heanswer is a multi-step
transaction tha avoids over-leveraging the busness. Thos transactionsare very easy to do f
you have 510 yearsto do t and our siccessrate is close to 100 @rcent.

On the other hand there are those cases where someonecomes up © usand #lls usthat ther
plantisup for sle and that if they are notsold they arein danger of bang sutor Bworse b
theyOvegota WARN shutdown noice and ask usQWVha do we do?0 Those are much toughe to
do. Usudly the busnessis troubled in some manner. Othewise, there wouldn®bea shut down
threat. Inthose cases, we administer the Rapid Respong Unit of the Ohio Department of Job and
Family Services Grant fund © hire professiond conaultants. We canOsave all of these, butwe
do succeed in perhgpstwenty percent of these cases.

Another facet of your organizationOsvork is the Ohio Employee Owned Network, which
aims to provide continuing upport for existing Ohio employes-owned businesses. Could
you discuss how that network was formed, how largeit hasgrown to now, and what impact
it hashad on its member s?

The origins of the network lie in a conversation | had with Tom Moyer who was the local
Steelworker union president at Bliss in Salem, Ohio. Theemployees had bough the plant unde
TomOdeadership. Qohn, | knowhowto bagain acontract,OTom ssid. @ can file and resolve
grievances, | can lead awalk-out, and | can lead awild-cat if | have to, but | haven®the foggiest
notion of howto read the finandal statements that | am getting nowthat 1®n on theboad of
directors. You need a course onthat.O So we broughtin an accourting professor. He taughta
course tha our gaff benefited fromimmensely, butthetarge audience was bdfl ed: so we
thoughtthe Center had arole to conveat technical busnessinformation into something employee
owners could undestand and u®. Aboutthe same time, we had apand of several managers from
employee-owned companiestalking aboutwha they thougt we needed to doto bemore ussful
to ther companies. There was a confluence of pressure from bdow and pressure from CEOs to
do smething for rainingand organizationd development.

We had anasve bdief when we garted the OEOC tha employee ownership was thegod and,
once we achieved tha, our roke was over. What we found was that enployee ownership wasnOt
theend of he road. Rdher, it was smply the start of anew road. What do you do lhe day after
youOremployee owned? You 4ill had the same boss, the same cusomers, and the same line of
busness. To the averageemployee, it didnOlook any different. But it needed to bedifferent:
there needed to bemore employee-involvement, more communication gou the busness, open
books training to underpin the employee participaion and invavement, and information aou
thebusness. Tha was a pretty tall orde. This required a seriouscompany makeove. Tha is
wha the Network is really about It is ajoint company nework. There are now 80 mmpaniesin



it with 16-17,000employee owners. TheNetwork runsa progran or two every month. This
month weOreunning a program in Cincinnati on ESOP administration and anather for ESOP-
company CEOs and CFOs in Columbus Mog programs are for nonmanagerial employees.
WeQl have 400500 employees owners go trough ourfiaining every year.

A newer OEOC effort isyour Succession Planning Program. What are the origins of that
effort and what are your goak with that program?

It has aways been clear that the best time for employees to buy @mpanies is when family
owners putthem up for sle, when they are viable companies. Thereis even atax break to
encourgge family-owners to sl ther busnesses to the employees, butit is notknowvn aoutas
widdy asit should be. So we gotinto busness ownership succession o encourage employee
ownership when you didnOhave a family member who muld take over the busness. The further
we gotinto this, the more we realized that succession planning, busness ownership and
management succession plnning, oughtto bepart of every economnic development

professiond Odool kit.

One hundrel years ago, busness ownership succession was a dam-dunk.When youhad families
with saven or eght kids there had to beat least oneof them who would becompetent to take
over thebusness. Ffty years ago, theaverage family size was three or four kids the percent of
the kidsgoing on b college was till pretty low and, when busness ownersO kils went to cllege,
they typically gotadegree in something like indudria engineering and went back into the family
busness. Today your fanily szeisdown to 1.8 kds the oddstha they are goingto college is
close to 100 pecent, and on@ youOveeen the attraction of college and the professionsyou nost
often donOwvant to go bak and run a30-person foundry vorking 60 hoursaweek like your dal
did. Go and beamerger & acquisition pecialist indead: You make alot more money, the hours
are better, and you géto travel. In the 1980s studies suggested that maybe 1in 3 family
busnesses still made it from thefirst to the second ganeration and maybe 1 in 6 made it to a third
generation. In 2004, here was a sudy by he Small Busness Administration tha showed that
only 1 in 6 wes passing fromthefirst to second gaerationand 1 n 20 b thethird generation.

So this meanstha in 20-25 years, you hare hdvedN or morethan hdvedN family busness
succession. Thefailure to plan for busness succession is the nunber one cause of preventable
job lossin this county. So there oughtto be a mgor role here for economc development
professionds, for the Chanbers of Conmerce, for cities, for counies.

So weOvaleveloped an outeach progam on busness ownership succession. WeOveveen
running aCleveland progam for the last 10 years. Abouttwo years ago we expandel the
program to Akron. In he next three years we will be expanding gatewide. We want to be
running smilar prograns in smaller indugrial towns WeOraldng webinars. WeOrévuilding a
website tha will have a tremendousamount of material. ThereOsa DVD Bthe production is
amog finished Bwhich will beavailable in greaming video on te webdte aswell asin DVD
format.

In your Owners at Work you haverun a series on sustainability in the ESOP movement,
including a recent articleon YS! in Yellow Springs Ohio. How are ESOPs incorporating
green principlesinto their businesses?



Y Sl isreally impressive. They arein the busgness where they have to beecologically minded B
they make environmental monitoring devices. YS! takes ther green prindples very serioudly.
They have minding the planet as oneof their three bottom lines. But they are a great sugainable
busnessin many other ways as well.

In employee-owned companies, we think of environmental sugtainability as pat and parcel of
sodal and econonic Qlouble batomOline thinking. 1tOs0tjus green piindiples: it@ health and
safety, employee education, money to goback to schooland wllege, training, and workplace
issues. [tOsvhat bang putback into the community. [tOgeneral community sustainability Bnat
jug puting olar pands on theroof. Itis sugainability much more broadly defined.

Sugainability makes alot of sense in enployee-owned busnesses. A lot of busnesses say
employees are their mos important resource, butyou wouldnObelieve it from ther finandal
statements. Employee-owned busness does beter with tha. Investmentin helth & safety
makes intuitive sense. Training makes intuitive sense. Green principles make intuitive sense for
employee owners too. They paticularly do when there are ways to reduce cogs and reduce your
carbon fooprint or waste of energy Smultaneoudy. The biggest opporunities come when you
are making nav investments.

Thereis alot of economic low-hanging fruitN especially given high energy prices. There are a
lot of opportunities to develop rew produds, which will make implementing green principles
more econamically feasible. For example, we have an employee-owned Network company that
is developing hybrd drives for small trucks and bugs tha can be used to retrofit an existing
fleet. Tha kind of thingis potentially dynamite.

Y ouOvementioned in many cases that you viewed the Mondrag—model of worker

cooper ative businesses in Spain, which employstens of thousands as a model that could be
spread to a weak market city like Cleveland, Ohio. OEOC is now currently doing some
work to develop what youOe calling an OEvegreenO retwork of worker cooperatives in
Cleveland, including an employee-owned business that would provide clean linen laundry
service to area hositals. Could you discuss the Cleveland effort and, more broady, what
you see asthe potential for developing over time an Evergreen network of businesses?

Theeffort in Cleveland rests upon ugng the purchasing power of the anchor inditutionsto buy
goodsand srvices from local and enployee-owned companies. The advantage of buying from
employes-owned companies as oppoed to merely buying locally istha you rave abroader
ownership of wealth that is created, somewhat higha wages, nobly highe benefits, greater
investment in the employeesin training and otherwise. There is arange of srvices tha anchor
inditutionsin Cleveland reed that can beprovided by enployee-owned busnesses, so the hope
of garting anetwork of enployes-owned companies to provide goodsand srvices to anchor
inditutionsseems reasonable. Catainly the feasibility sudy dore on hefirst of these busnesses
D Evergreen Cooprative Laundry-- is very promsing. Thiswork has been suppored by he
Cleveland Fourdation, which has dud commitment to econamic indusonand o sustainability.



In the Cleveland modd tha we are attempting to implement, a central roleisto beplayed by the
Evergreen Cooprative Development Fund, which would betheequity investor in starting nev
employes-owned busnesses.

How the fund would work?

All of thisis hypohetical a this point, butour modd currently calls for the fundto invest in
preferred shares in the new co-ops Those shares would beredeemed ower time as the co-ops
capitalize themselves financialy through etained earnings which will be credited to member
accounts. After they pay down the bank debt, they@ redeem the Co-op Developmrent fundOs
preferred shares, freeingthose fundsfor the next sart up.

At your conference this pag April you mentioned that if OhioOsnanufacturing sctor asa
whole had matched the employment record of manufacturing sector ESOPs within the
Ohio Employee Owned Network, therewould be 306,000 moe manufacturing jobsin the
state of Ohio than there are now. A few years before, in 2003,Steve Clem testified to
Congress. CEvery year, in our technical asistance at the OEOC, we have log at least one
otherwise viable employee buyout because of the lack of timely, friendly capital. To put it
bluntly, almod every year for the lag fifteen, we have seen at leag one viable employee
buyout effort fail with the loss of 100200 jobs because no ore could round up financing in
a timely fashion.O Dscuss briefly a few of these missed opportunities.

There are too many examples. Massillon Stainless N a decent sized equity fund could have
saved that plant and 200 pbsrather than shipping dl the equipment to Chna Cold Meta
Produdsin Youngsown is ageel finishing facility that coud have been saved. CSC Seel in
Warren isthe big ore: 1,300 pbs The Amandagtove plantin Delaware, Ohio, could have been
saved. The mog recent plant we log was Hoove, the vacuum manufacturer, in North Canton.
800 houry jobsand éout200 slaried jobswere log when it shut down, butit had been up &
2,500 enployees. The Chinese ouffit that boughtthe firm shut down the North Canton facility.
They kept the nonunon facility in B Paso and onein Ciudad Juarez and contracted out the rest
of thework to China That is an example of afacility of an iconic employer where jobswere
needlessly lod.

| should mentiontha in every ore of thoe cases, it would have been bdter to ge in soone. | am
not sure about Cold Metal Produds, butthe other three had been bough and ld several times
over thelast several years and it would have been easier to interveneearlier.

One other thing: Employee-owned companies tend © re-invest at higher rates than ther
competitors, 0 itOsot that they are avoiding swutdown, dthough hey do, butthe strategy is that
every day you ae working for he longterm survival of the company. ThatOsa diff erent strategy
than focusng onwhat the next quaterOsottom lineis going to look like.

What would need to be done on the policy sde to keep such jobs from continuing to be
log?



On the policy sde, we need alongterm, patient, equity capital fund that can beinvested a less
than venture capital rates. There arenOtmany manufacturing busnesses that can sugtain arate of
return tha venture capital fundswant. So you need to aeate more patient equity. The mog likely
placeto look for t isin the Taft-Hartley funds[penson fundsthat are a managed by ajoint
uniorn-management boad of trusees] and the pubiic employee funds The public employee funds
in paticular have a vested interest in retaining astrong &x base in ourcommunities.

When the OEOC testified to Congressin 2003, the legidation proposed wasan employee
owner ship bank. How would that haveworked if the legislation had passed?

It was set up b beanew lending inditution: a special purpog bank for enployee-owned
companies. Currently we have arangeof gecia lendng inditutionsthat focus on diferent
sectors For ingance, there is a gpecial lending facility for rural dectric coopeatives. Of course
thewhole Farm Credit system, which has existed gnce the Great Depression, isset up asa
specialized lendng nmodd.

Another example is from the Carter Administration, which st up the National Cooperative
Bank. Reagan piivatized it and expected it to fail, bu the Nationd Coopeative Bank has done
well on itsown. It is effectively a credit union for @nsumer cooperatives. It does alittle bit of
employee ownership lending as well. Thethoughtbehindthe proposl of Bernie Sanders (I-VT),
who gponored theemployee ownership bank bill, was to have a bank that was a pecialist in
employee ownership lending. Italso would dlow the bank to extend loan guaantees. When
used judicioudy, loan guaantees are a highly effective way to enhance the credit worthiness of
employee ownership deals.

One of the problems with employee ownership dealsif you ae going to do 106percent
leveraged buyout thereis no onewho an pesondly guaantee the loan. You need some sort of
a credit enhancement. We are working ononedeal on light nowwhere a credit enhancement
would bequite useful. It isaretiring owner situaion. Usudly you do ha through amulti-step
proaess. For ingance, the first sep would be for 30 gercent, 0 that theretiring owner gets the
ESOP tax bendfit, bu theretiring owner sill owns 70 pecent initialy, s the bank is
comfortable with the deal. Then you do aother 19 pecent. When you ge to the last piece, the
employees have 49 ercent, which they have pad for, $ the bank feels pretty comfortable. The
problem with a 100-percent leveraged dedl istha it is hard to ge a bank to be willing to finance
it, and hee is where a guaantee would ke quite useful. One of the great benefits of the Sande's
bill wastheloan guaantee provision.

ESOPs have recently begun to attract a higher level of oppostion. The PresidentOs
Commission on Tax Reform, for instance, advocated removing current federal tax breaks
for employee owner ship. Also, the ESOP buy-out of the Tribune received a high degree of
criticism. Arethecriticismsjustified? If not, what should be done to counter the criticism?

| think it is problematic to have pubic policy on enployee ownership rest primarily on tax
expenditures. By and large tax expenditures go b thewell to do. There are nota whole lot of
them which ben€fit working peple. | think you an nane them on te finge's of ore hand: the
mortgageinterest deduction on your hous employer provided medical insurance and peasion



contributions the deductibility of union dues, and, for he people who work for ESOPs, the
ESOP tax bendfit. It is hard to diive goodpublic policy with tax expenditures, without some of
those tax expenditures bang usd them for other purpo® than Congress intended.

Why are ESOPs encountering more oppostion? | don®©know. The ESOP tax benefit doesnOt
cog much, certainly not by comparison with what you ge. Think of that nunber for ESOP assets
you dted at the beginning: thereis dmog $1 trillion in employee equity, triggered by $80 or ®
billionin tax expenditures over the last 34 years. Generdly it is bdieved that ESOP tax breaks
cos about$2 bilionayear. Tha wouldnOfinance a week of the Iraq war, would it?

TheTribure is an interesting ase. Clearly if it works Sam Zell is goingto bean even richer
man than he is currently. It isaso dear that, if it works, the Tribune employees will be better off
than if Zell hadnOtised an ESOP. So in general it would seem to beThe Tribuneis thekind of
deal where you had aprivate capital source seeing it was in his interest as well as the employees.
If it works it will be.

ItOs10t how we would want to do it. We would like some other equity source than Sam Zell. But
in the absence of the kind ofequity fundswe are advocating, and in the absence of loan
guaantees, ec., there isno quetiontha there is arole for people like Sam Zell doing delslike
the Tribure deal. Ron Burke is doing smilar dedls. For reasonstha are na completely clear to
me, Sam Zell ingpires more confidence in the investment community than Joe Reporter would.
Zell has never runa newspaper, buthe knows the investment community. The employees have
experience runring nevspapers, butthe investment community wouldnOsupportther buying the
Tribuneby themselves.

If one were to look farther down the pike, maybe what there should beis general legidationthat
busnesses tha come upfor sale would be offered first to employees, 0 employeeswould have a
right of first refusal.

Certainly if onewere concerned with job flight, it might make sense to write legidation tha if a
company is dosng down produtionin the United Sates, it would have to gve theemployees
theright of first refusal onthe plant, property, and equipment. The only corporadionstha would
scream are those that are intendingto move ther jobsabroad. Workers and communities would
cheer.

What do you see asthe mog important challenges or opportunities facing ESOPs today?
Wher e should the employee owner ship movement be focusing its ener gies over the next 5-
10 years?

Fird, it ishad to say thereis an employee ownership movement. | wish there were. Employee
ownership has alot of supportin Congess. It is very broal, butquite shdlow. In the American
popuktionin general, surveys show repeatedly that Americansthink employee ownership isa
good hing. They would prefer to buy foremployee-owned companies. They would prefer to
work for enployes-owned companies. Most do nothave the opporunity to do ether. It would be
nice to have a movement.



Employee owned companies have tendad to beisandsamong hemselves, rather than seing
themselves as pat of amovement. If | were to look forward opimisticaly, | would look © those
islandsbuilding bidges amongthem and becoming archipelagos with more communication,
more collaboration, and nmore econonies of scale. The median employee-owned company has
100-125 employees with $1215 millionin annud sales. Those companies have alot to gan by
collaborating with each other and aeating some econormies of scale. Imaginethe advantages they
would gé from joint R&D or an export co-op. You muld st up an export co-op foremployee-
owned companies in whaever trade or indugry you would like. There are models of that
elsewhere Dyou e some of that in nothern Italy, in Soan, and abit of that in France. We coud
do it here. Thetruth of the matter is tha coopeationamong snal companies even in the same
indugry is notgoing o trigger anti-trugt inquiriesN ook a the huge mergers that get passed by
the Judice Department today. If you look at the American agriculturd coopeative sector, which
has sugained family farming in big aeas of the United Sates, these co-opscreate seconday co-
opsto provide what the primary co-opsneed to serve their farmer-members. It would make a
tremendousamount of sense for thisto hgpen in the employee-ownership sctor.

Think for asecondaboutthe structure of federal supportof agriculture and ayricultural
coopeatives. The Department of Agriculture has a nework of agriculturd extenson agents that
work with theland giant colleges to provide direct assistance to family farmers. It is oneof the
reasonstha the agriculturd sector has modernized o thorouglhy. The Department of
Agriculture has co-op development experts who ae in every sate, who assist farmers and vdue-
added coopeatives. The Department of Agriculture fundsnearly 20 co-op development centers
at the sate or regional level, which provide grants to hdp folks set up @-opsin rura areas.

We nead some of that in the employes-owned sector. Farmers aren®the orly source of good
ideas. Why can we not have some of the same kind supportin the employee-ownership sctor? If
you dd you hat, you would have much more rapid development of employee-owned firms. |
guess the naurd home would be the Department. of Canmerce.

One could imaginemore dates setting upprograns like ours If you dlocated every cent of date
money we have spent ove thelast 20 years to our pb redention fundion, the cod pea job isless
than $400. Comare that with $225,000 @ job to lure Mercedes to Alabama. Or $60,000 pls
per job o keep Jeep in Ohio. If youallocated 100% of our ods to asset creation, the ratio
between employee equity in 49 ofthe 85 @mpanies for which we have data as of 2003 & about
$60 n equity for every dollar in cods. Contast tha with IDAS, for example.

So there are alot of thingsof tha sort that could make alot of difference going forward. They
are cheap by mmparison  tax expenditures and they have ahigh degree of leverage So one
could imaginethe development of an employee-owned sctor where thereis alot of
collaboration ketween employes-owned companies, where they create joint services they ne=d.
Onething we notice is that employee-owned companies are very thinly managed, it is dways
good b minimize your ovehead, butyouget in troude when you ned assistance. In San, with
the Mondrag—n rtevork of worker coopeatives, they have a management intervention team to
supportcoopeatives that ge into trouble. Tha would bea good hingin our ystem as well.
There are alot of ideas tha would poolresources in employee-owned companies and that would
make alot of ense. And if employee-owned companies looked to where they could bein 10-20
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years, they would find a lot of modds within the United Sates, paticularly in ouragriculture
sector, which they could buid on.

If one were to look abroad, the best place to look is the province of Quebec, which has a major
coopeative development effort around s$art-ups They are creating 56100 worker co-ops
annudly, which combined employ between 1,000 ad 1,500 peple, particularly in autlying
areas of the province. So you donGtaveto go al the way to ain and Italy to find modds tha
are worth emulating. You can jud drive north of the borde and e some preity impressive
thingsgoing on.

Isthere anything dse you would like to add?

| think it is worth mentioning the role of The Democracy Collaboraive is simulating thinking
aboutemployee ownership. There have really been two newn sourcaes of thinking on integraing
employee ownership into the broader economic context. Oneis Bill Greider and the other isthe
work of the folks at The Democracy Cdlabordive. In bah cases wha youOreloing is trying ©
put employee ownership into abroader reform strategy for the United Sates. It isinteresting o
me that this is coming from people who ae basically outside theemployee ownership sector.

Another interesting ting is tha employes ownership is very much amarket-based olution o
some of theills of econamic inequality in American dety. It rests on te bdief that ownership
matters. This is something that most economists seem to want to ague doesnOmatter. That
doesnOmean, of course, that econonists want to give away their propety to the poor, ©
ownership does seem to matter for them persondly. Butthey seem to bdieve that the
conaentration of ownership isnOmaterial in the econamic system. But it does matter. It matters
because employee ownership areates seriousfinancial assets for working peple. It does o
because of the way the capitalist system multiplies the value of prodictive assets. And owvnership
matters because we assod ate ownership and oontrol. It matters in amarket econorny, paticularly
if itistied to productive assets. If onedevelopad asystem in which far more Americans had
ownership of produtive assets through heir work, you would have a very different econony.

LetOsay that every American corpoation had to contribute five percent of the wage sumto an
employee ownership fundin that company. Y ou would generate over a period of rdatively few
years subgdantial vaue, because the vaue of those assets multiplies, a least in companies tha
donOgo bankrupt So the fund would praduce more wealth, more prodictive assets, as you $hare
in theretained earningsof your cmmpany. If we bdieve in a capitalism-based market econamy,
there is a powerful argument for far greater employee ownership in order to buid equdity into
ownership and influence for working people. Thereby you buld greater equality into the results.

If you think serioudy abou employee ownership, the appropriate comparison is to the
Homestead Act of 1862 The Homestead Act put produdive assetsN then largdy landN in the
handsof the men and women who worked that land, and, of @urs, tha made dl of the
difference in American democracy, creating mllionsof new family farms ove thenext fifty
years. Agriculture consequently remainsthe onesector of the American econamy where
ownership and produtive labor go had in hand.
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ThaO$how ESOPs are set up. You buy wth borrowed money and pay off the loan with the
results of your Bbor. You muld imaginea large sector of the econamy covered by mandaory
employee ownership funds Tha would be avery different sodety in terms of distribution of
wealth andincome and influence ove economic decisions

It would beinterestingto see wha would hgppen in publcly traded companies. If employee
ownership fundswere able to vote a sgnificant number of shares a sharehddersO raetings it
would probdly hdp cap the extraordinary rise in executive compensation and significantly dow
the movement of jobsoveseas. In any event, in amarket-based system, it would obvoudy have
an impact on te econony. So there are some interesting questions There mug be some gradude
students somewhere in need of dissertation topics.

12



